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In January our national real estate activity index 
REAL ESTATE ACTIVITY slipped just a notchfrom 39.5 points above normal. 

This slight decline still leftthe index several points 
above its January 1950 level. As could be guessed, the activity level of most cit- 
ies making up our index was also above the January 1950 level. There are a few 
cities where the present level of real estate activity is below the January 1950 lev- 
el. The five that have suffered the greatest drops are Atlanta, Cleveland, Colum- 
bus, Minneapolis and St. Louis. 


As credit restrictions and material shortages begin to chew harder at the real 
estate market, brokers will have to fight harder for sales. We have already pointed 
out several very good reasons for buying a home today. New or stricter credit 
restrictions may be imposed at any time, thus making present-day terms attractive 
by comparison. Moreover, the price of real estate is virtually certain to go up 


with continued inflation and any worth while price drops are certainly not foreseeable. 
The broker should also learn everything possible about processing VA, FHA and 
conventional loans. He should do this in order to coordinate as many different steps 
of the process as possible. He should make it as easy for the mortgagee as he can. 
He should get familiar with the credit restrictions. There’s no sense in trying to 
sell a new $10, 000 house to a buyer who can only dig up $1,000 cash. Further- 
more, the broker should check the credit standing of his prospects and take this 
information to the mortgage lender very early in the deal. There’s no use wasting 
time on a prospect that can’t get financing. This is all ABC to any experienced 
broker, but the welter of new regulations makes it a lot tougher to carry through, 
especially when the regulations are unfamiliar. That is why we strongly recom- 
mend that brokers learn them as well as possible. 


Tax advantages of real estate ownership and home purchasing should also be 
thoroughly understood by the broker and thoroughly explained to the prospect. There 
are few real estate sales that are not influenced one way or another by Federal 
tax liability. Incidentally, the National Institute of Real Estate Brokers has pub- 
lished a special tax bulletin for its members. The title is “Tax Savings in Real 
Estate Transactions.” The mae is free to members of NIREB and sells for 
$5.00 to non-members. 


During January the mortgage business apparently 
REAL ESTATE picked up a bit. Our national index rose from 
MORTGAGE ACTIVITY 201.5 to 205.4. This rise, although barely per- 
ceptible, is at least temporary encouragement. 
We continue to believe that the real estate business and the mortgage business are 
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going to be pretty good in 1951. 


In spite of material shortages and credit conrols 
CONSTRUCTION ACTIVITY _ the nation’s home builders continue to set new 

records. Their latest is the number of housing 
starts in January 1951. The total of 87,000 is the largest for any January in the 
nation’s history. 


On the other hand, these figures may turn out to be an overstatement. As we 
all know, the housing “starts ” estimates are based on the number of new resi- 
dential units covered by building permits. Merely taking out building permits 
certainly requires no financing and no building materials. In addition, the build- 
er is not committed to start just because he buys a permit. The construction in-. 
dustry has been backed a little deeper into a corner by the Regulation X amend- 
ments of February 15. Actually the dominant control over commercial construction 
is the Department of Commerce licensing requirements (governed by availability of 
materials). The new credit regulations on commercial building place another 
road block in the builder ’s path. 


As we have indicated, the builder ’s chief provlem so far has been material 
shortages, but the credit noose is drawing tighter. By mid-year it will probably 
be uncomfortable. The relief that is to come from construction of defense hous- 
ing will not amount to much in most areas until the loan limit of $8, 100 per unit 
is raised. This figure is on the low side to encourage much housing in most areas, 
and costs are still moving up. 


Like almost everyone else in the country, we con- 
GENERAL BUSINESS sider ourselves experts on military and foreign 
affairs. We also have some very strong views on 
these subjects. However, these bulletins are supposed to deal primarily with 
domestic and economic matters, so we have tried not to inflict these views on our 
subscribers. We have, therefore, been content to let Messrs. Marshall and Acheson 
go their own way, with little more than an occasional glance in their direction. We 
(cont. on page 80) 
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(cont. from page 78) 
may not continue to be successful, but we hope to keep these pages free from the 
disputes that form the basis of the “great debate ” and to confine our comments to 


the less spectacular subjects of inflation, price controls, fiscal policy, credit, 
taxation, etc. 


In the December 1950 issue of the Real Estate Analyst we wrote that it would be 
vnwise to resort to price controls before making a determined and courageous ef- 
fort to curb inflation at its source. We also warned against being panicked into mak- 
ing any fundamental changes in our economy. These remarks were made more for 
the purpose of going on record than with the hope that our advice would be followed. 
Substantially the same may be said for the following. 


Certain policies that the government has followed and certain events that have 
occurred since Korea have been deflationary. Other policies and events rising 
from them have had the reverse effect. Our battle against inflation has been poorly 


mobilized and generally at cross purposes. Much of the government’s action has 
given aid and comfort to the “enemy.” 


Combating inflation in an economy as complex as ours is naturally an involved 
process. This does not mean that the mechanics are difficult to understand or that 
)they are difficult to put into effect. In fact, they are fairly simple. The trouble 
lies in the fact that we have not made much effort to understand these mechanics 
‘and only a token effort at implementing them. 


The deflationary factors that have come into being since Korea are the various 
credit regulations (consumer, housing and bank) drawn up and administered by 
‘the Federal Reserve; the drain on the United States gold supply (gold is now leaving 
the country at an annual rate in excess of $3 billion); and the first-round tax in- 
crease. 


These factors have been far outweighed by the psychological effect of the Korean 
fighting and government discussion of direct controls and excise taxes. These 
have naturally caused consumers to rusia in to buy nearly all types of goods. This, 
in turn, has led to much higher inventories, financed largely through bank loans. 
Possibly of even greater importance in the fight against inflation is the increase 
of some $3 billion in our money supply. 


This increase has come from the Federal Reserve’s reluctant practice of sup- 
porting the government bond market. All of us are more or less familiar with the 
rather digr ‘fied battle going on between the Federal Reserve and the Treasury. The 
Treasury is in favor of low interest rates on government obligations, and one way 
to assure these low rates is to “peg” the market value of government bonds. Al- 
though opposed to this policy, it is the duty of the Federal Reserve to prevent a 
drop in the value of government bonds, which is simply another way of saying that 
the Federal Reserve is forced to keep bond interest rates low. The fact that the 
Federal Reserve follows this policy against its better judgment is beside the point. 
Since Korea it has been necessary for the Federal Reserve to print more than $3 
billion in new greenbacks in order to carry out the program of maintaining stability 
in the bond market. This enormous supply of additional money has been the chief 

(cont. on page 83) 
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INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUIS) 
February 1951 

















COMMERCIAL BUILDING - NO BASEMENT 
Content: 115, 850 cubic feet 
8,075 square feet 
Cost today: $48, 689 
(42.0¢ per cubic foot; $6.03 per square foot) 


18-FAMILY BRICK APARTMENT 
(FRAME INTERIOR)* 
Content: 168, 385 cubic feet 
13, 260 square feet 
Cost 1939: $ 60, 300 
(35. 8¢ per cubic foot; $ 4.55 per square foot) 
Cost today: $153, 009 
(90. 9¢ per cubic foot; $11.54 per square foot) 
INCREASE OVER 1939 = 153. 7% 


30-UNIT REINFORCED 
CONCRETE APARTMENT* 
Content: 303, 534 cubic feet 
21, 372 square feet 
Cost 1939: $135, 000 
(44. 5¢ per cubic foot; $ 6.33 per square foot) 
a! eee oS ii == Cost today: $324, 551 
ah PURER Ss fem =| ($1.07 per cubic foot; $15.19 per square foot) 
pA TO es itt) Orth Ses <r  & oa INCREASE OVER 1939 = 140.4% 


a 








*Costs include full basement. 
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(cont. from page 80) 
source of our recent inflation, although the aforementioned psychological factors 
cannot be overlooked. 


It is pretty cold comfort to read that Mr. DiSalle figures to have prices stabilized © 
in six months. But if the present conflicting line of deflating on Monday and inflating 
on Tuesday is followed, we would say that his estimate of six months is highly opti- 
mistic. 


There just isn’t any painless or popular way to pull the country out of its infla- 
tionary spiral. It requires higher taxes, curbs on credit, decreased government 
handouts. All three of these measures are unpopular and some of them might get 
to be pretty painful. 


Roughly here is the picture. Our civilian economy is running at close to capac- 
ity. Incomes are higher than ever before and still moving up. Now here comes 
a big defense program. Nobody is sure yet just how big, but all of a sudden we have 
to turn out droves of airplanes, tanks, guns and other bits and pieces of war mate- 
rial. Since our labor supply and our production facilities are at work turning out 
civilian goods, the only place we can get our defense production is to take men, 
materials, plants and tools from the civilian industries and put them to work on de- 
fense orders. This means less civilian goods, but an equal amount of income, and 
perhaps even higher income. 


So long as there will be less goods the only way to keep prices from rising is to 
soak up the so-called excess purchasing power by heavier taxes. These heavier ~ 
taxes must be accompanied by decreased government spending in non-military © 
fields and tight control over business and consumer credit. 


Present efforts by the government planners are aimed at a rapid increase in 
productive capacity. The hope is that the country will soon be able to turn out 
something like $50 billion worth of armaments per year while running civilian pro- 
duction at the 1950 pace. Needless to say, this program will have a tremendous im- 
pact on all phases of our economy. Its first effect will be inflationary because man- 
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power and materials will have to be diverted from productive jobs to the tempo- 
rarily unproductive jobs of providing new plants. Its later effects will be observed 
and discussed in subsequent bulletins. At present, however, there are two things 
about this scheme that cause us a good deal of anxiety. The first is the almost 
fantastic notion that it can be done at all. It simply doesn’t make sense that ina 
year or two we can have all the civilian goods we had in 1950 and at the same time 
allocate $50 billion per annum to our military budget. The other cause of our 
anxiety is the feeling that in attempting to carry out this plan the government will 
tie up the entire country in an impossible maze of directives, priorities, alloca- 
tions and restrictions. Very few of these controls will work satisfactorily, and it 
will take years to get rid of them, if indeed we ever do. 











